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CANADA KEY ECONOMIC INDICATORS 


All values in Canadian $ millions 

and represent period averages 1/ 

unless otherwise indicated. A B C D 
Estimated 

1978 1979 % Change 1980 


Exchange Rate: US$1.00 = c$1.14 C$1.17 c$1.16 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 230.4b 260.5b , 289.2b 
Per Capita GNP, Current Prices 

(Thousands of C$) 9,817 11,006 : 12,052 
Private Investment,Current $ 45,717 51,582 ‘ 58,803 
Personal Income, Current $ 189,014 210,891 ‘ 236,198 
Retail Sales 57, 340 64,036 4 71,720 
Industrial Production 

(1971=100) 132.3 137.9 : 141.3 
Unit Labor Costs In Manufacturing@/ 

(1971=100) 169.5 184.2 ; 202.6 
Average Weekly Wage In 

Manufacturing (C$) 285.7 311.4 ; 342.5 
Labor Force. (Millions) 10.9 12 2 ? 11.4 
Average Unemployment Rate (%) 8.4 7.5 7.6 


MONEY AND PRICES 
Money Supply (Ml) 21,577 23,130 . 24,749 
Interest Rates: 
Bank of Canada Rate** 10.75 14.00 15.49 
Chartered Bank Prime Rate** 11.50 15.00 16.50 
Indices: 
Consumer Prices, Non-Food(1971=100) 163.9 176.9 ‘ 194.6 
Consumer Prices, Food (1971=100) 208.0 235.4 ‘ 258.9 
Industry Selling Price (1971=100)3/ 190.4 217.9 ; 250.6 


BALANCE OF PAYMENTS AND TRADE 
Official ereeenopel Reserves (US$M) ** 4 566 3,887 - 


Balance of Payments 2,023 - 1,809 3,000 
Net Direct Investment Flows 2,135 - 1,120 --~ 
Balance of Merchandise Trade 3, 382 4,086 2,000 
Merchandise Exports (fob) 52,82 65,327 73,540 
U.S. Share *** 3f.,i75 4h 251 : 50,004 
Merchandise Imports (fob) 49,938 62,453 : 70,000 
U.S. Share *** Si 53k 


Main Imports from U.S. (1979): Automotive vehicles and parts, C$13.9 billion; 
chemical products C$2.5 billion; equipment and tools C$5.4 billion; agricultural 
machinery C$1.9 billion; industrial machinery C$4.4 billion. 


Footnotes: 1/ Column C represents percentage change between Columns A and B. 
2/ Labor Income per unit of output. 
3/ Essentially a wholesale price index. 
4/ Basic balance defined as current account balance plus balance on 
long-term capital flows. 
*#* End of period or latest (for 1980). 
### U.S. data show a 1979 U.S. bilateral trade deficit of US$5 billion. 


Source: Statistics Canada, Bank of Canada Review, & other statistical material. 
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SUMMARY 


The growth of real GNP declined to 2.9 percent in 1979 from 3.4 percent the previous 
year. The slowdown in growth was primarily due to slower export demand, reflecting a 
weakening of the U.S. market, although consumer spending and the public sector were 
also weak. The main stimulus to growth in 1979 came from a sharp rise in private 
investment in plant and equipment and from inventory accumulation. The rapid growth 
in employment resulted in a decline in the unemployment rate, but inflation remained 
high. The current account deficit declined slightly as the merchandise trade surplus 
showed a modest improvement. 


In 1980, the outlook is for even slower GNP growth and for continued high inflation. 
Net external demand should shrink further following the U.S. lead. Meanwhile the 
prudent stance of fiscal and monetary policy will persist. As a result, the 
unemployment rate may rise somewhat. Some deterioration in the current account 
position can be expected. 


The sales and investment environment is generally favorable, despite the restrictive 
impact of government procurement policies, (especially at the provincial level) and of 
the activities of the foreign investment review agency. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Real GNP growth slowed in 1979 


The growth of real GNP declined to 2.9 percent in 1979 from 3.4 percent the previous 
year. The slowdown in growth resulted primarily from the sharp contraction of external 
demand reflecting a weakening of the U.S. merket (especially for motor vehicles). In 
addition, the growth of private consumption spending decelerated as high inflation 
chewed into disposable income while real government purchase of goods and services 
dropped. The main stimulus to growth in 1979 came from a surge of private investment 
in plant and equipment, spurred by high rates of capacity utilization and a healthy 
growth of profits and from _ substantial (albeit largely involuntary) inventory 
accumulation. Despite the deceleration of GNP growth, total employment expanded by 
a strong 4 percent, outdistancing the increase in the labor force, and resulted in a 
decline in the annual average of the unemployment rate in 1979 to 7.5 percent, 
compared to 8.4 percent the previous year. The increase in consumer prices, at 9 
percent in 1979, was unchanged from the increase recorded in 1978. However, the 
underlying inflation rate, as measured by the change in non-food prices, accelerated to 
7.9 percent in 1979 from 6.4 percent in 1978, due in part to the faster growth of wages 
and unit labor costs. 


Further growth slippage and continued high inflation cloud the 1980 horizon. 


Although real GNP growth accelerated from 1 percent at an annual rate in the first half 
of 1979 to a 4 percent rate in the second half of the year, the growth of output in the 
latter part of the year rested importantly on the weak reeds of a positive shift in 
external demand and a more rapid build-up in inventories. The relative strength of the 
external position will probably prove to be temporary as export sales weaken in 
response to the expected further softening of the U.S. market. Moreover, there is 
evidence that much of the late-year inventory accumulation was involuntary and pushed 





inventory/sales ratio above the historical norm. Thus, a downward adjustment of stocks 
is likely in the near term, with negative implications for GNP growth. Finally, official 
surveys point to a deceleration of private investment spending in 1980. Accordingly, 
with private demand weakening and with no support likely to emanate from the public 
sector, the growth of real GNP this year could well come in below 1 percent and the 
unemployment rate could climb towards 8 percent. The rate of increase in consumer 
prices could accelerate to 10 percent under the influence of a modest continued 
increase in the growth of unit labor costs and in the controlled domestic price of crude 
oil and natural gas. 


Fiscal and monetary policy will remain prudent due in part to the wide current deficit 


The Progressive Conservative Government introduced into Parliament on December 11 
an austere budget featuring tight restrictions on the growth of federal government 
expenditures, higher taxes, and a stiff increase in the rate at which controlled domestic 
crude oil prices (to which natural gas prices are linked) would move toward world 
levels. Although the December budget was the proximate cause of the defeat of the 
Conservative Government in a vote of no confidence, the basic thrust of fiscal policy, 
emphasizing restraint, is unlikely to change under the new Liberal Government. The 
main area of uncertainty concerns the future course of domestic crude oil prices. While 
favoring an increase in oil prices, liberal spokesmen have come out for a "Made in 
Canada" or "blended" price reflecting difference in costs among domestic sources of 
production and have indicated that oil prices would rise less rapidly than they would 
have under the Conservative Government. The setting of oil prices will be the subject 
of difficult negotiations between the federal government and producing provinces. 


The short-run objective of monetary policy has been to defend the Canadian dollar 
exchange rate by maintaining an appropriate differential between Canadian interest 


rates and comparable rates in the United States. Over much of the last two years, it 
has been necessary to hold Canadian interest rates well above U.S. rates to resist 
depreciation of the Canadian dollar and this was achieved through successive increases 
in the bank (discount) rate and through open market operations by the Bank of Canada 
designed to push up long-term Canadian interest rates. For a time, the Canadian dollar 
strengthened due to a surge in foreign purchases of Canadian equities and the 
authorities allowed the increase in Canadian short-term interest rates to lag well 
behind skyrocketing U.S rates with the result that a large negative Canada/U.S. 
short-term interest rate differential emerged (long-term Canadian interest rates above 
U.S. counterparts). Subsequently, however, downward pressure on the exchange rate 
again materialized. The renewed weakness of the Canadian dollar and the increased 
uncertainty in financial and exchange markets led the Bank of Canada to adopt a 
"floating" bank rate which will hover 0.25 percentage points above the interest rate on 
91-day Treasury bills. The government's longer term objective remains to reduce 
progressively the inflation rate, while accommodating adequate economic growth, 
through a gradual reduction of growth of the money supply. As the growth of the 
money supply (MI) has been within the official 5-9 percent target range, an 
inconsistency between the bank's short run objective of supporting the exchange rate 
and adherence towards longer range has not arisen. 


The current account deficit swelled to an annual rate of C$5.7 billion in the first half of 
1979, but dropped back to a C$4.3 billion annual rate in the second half of the year and 
averaged a C$5.0 billion for the year overall, a decline of about C$300 million from its 
1978 level. The merchandise trade surplus expanded by C$600 million in the year to 
C$4.0 billion. The modest improvement in the merchandise trade _ surplus 
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in 1979 was due entirely to a favorable movement in the terms of trade induced by a 
sharp increase in commodity prices. Export volumes declined while import volume went 
up. With higher net outflows of interest and dividends offsetting smaller net payments 
for travel, the services account moved further into deficit. A further weakening of the 
U.S. economy in 1980 will adversely affect Canadian merchandise exports, and as the 
deficit on services will continue to widen, the current account position is likely to 
deteriorate. 


Continued vulnerability of the exchange rate 


The Canadian dollar exchange rate firmed during the course of 1979. The dollar's 
strength was attributable, inter alia, to: a surge of foreign purchases of Canadian 
energy stocks induced by reports of new oil discoveries off the coast of Newfoundland; 
the better than expected current account performance in 1979 (due in part to a revision 
of trade statistics); and a dramatic increase in inflows of short-term capital. These 
factors more than offset the potential adverse impact on the exchange rate of the 
dramatic decline in Canadian interest rates relative to U.S. rates. More recently, 
however, the large negative Canada-U.S. interest rate differential has dominated 
markets, causing the exchange rate to weaken anew. Official intervention in exchange 
markets has focussed on short-term "smoothing" operations which resulted in a net gain 
(via intervention) of 465 million in U.S. dollar official reserves in the year, following 
losses of more than 4.7 billion in 1978, which were partly offset by official foreign 
borrowing. Early in 1979, the federal government borrowed about US$500 million in 
Japan and US$900 million in Swiss markets, but later it repaid all of the US$2.7 billion 
it had drawn down from its US$5.5 billion short-term lines of credit with Canadian, U.S. 
and other foreign banks. 


IMPLICATIONS FOR THE UNITED STATES 


Canada continues to be the largest single market for U.S. exporters. It is also a growth 
market. U.S. exports to Canada rose nearly 17 percent in 1979, to US$33 billion, after 
an increase of 18 percent in 1978. The expected slowing of Canada's economic growth 
rate, combined with likely governmental measures to deal with the current account 
deficit, could have the effect of accentuating differences in performance between 
regions and between industries. Some may slip into the doldrums but others will show 
excellent growth. The most successful exporters to Canada will be those who do not 
view Canada as one market — an extension of the U.S. market — but instead look 
carefully at the quite different regional markets within Canada. These are summarized 
below. 


High interest rates and fairly high inventory levels could have been expected to hold 
down Canadian overall capital spending; however, one counter-tendency is that higher 
rates of inflation are generating among both industries and consumers the attitude "Buy 
it now; it will never be cheaper." Another important factor is that U.S. firms in Canada 
have increased their capital plans for 1980 to C$11.3 billion from C$9.3 billion planned 
for 1980 some months ago. Affiliates of U.S. firms account for 25 percent of capital 
spending in Canada. Many business analysts taking into account a moderate U.S. 
recession, forsee reasonable rates of profit increases in 1980 for Canadian business. 
Predictions of 10-12 percent are not uncommon. Increases of this magnitude should 
maintain a strong flow of imports of capital equipment. 





Another important factor is political. Even though the Progressive Conservative 
government, which was in office from May, 1979 to February, 1980, was seen to be 
sympathetic to private enterprise, the fact that it was a minority government subject 
to being toppled unexpectedly (as actually happened) created some uncertainty in the 
business community. Now that the Liberals are in power with a strong majority, much 
of the uncertainty has been removed. There has been an increasing flow of 
announcements of major capital projects. When the new government's policies toward 
business are more clearly spelled out (assuming they are favorable), further capital 
spending decisions will be stimulated. The most important determinants of overall 
business spending will be energy pricing policy and the monetary/fiscal impact of the 
budget. However, there are indications that the government plans to increase its 
efforts to see that more of this spending is done in Canada. Indications are that 
policies on government procurement and approval of foreign investments will be used to 
reduce imports. 


Ontario: Ontario's economic growth in 1979 was only 2.3 percent overall and is 
expected to decline to under 1 percent in 1980. However, a strong showing in corporate 
profits — up by 25 percent over 1978 — will permit increased investment in plant and 
equipment this year. In fact, a recent survey shows a likely increase of 73 percent in 
manufacturing investment in 1980. Performance in two major areas, automobiles and 
housing, was dismal in 1979. The former should stabilize in 1980, but housing still looks 
bad. Spending is likely to be concentrated in transportation equipment, rubber, primary 
metals, forest products, electrical products, chemicals, machinery and steel. The 
provincial government supports strongly increased investment in industrial efficiency 
and energy management systems. Government grants will support modernization of the 
textile and pulp/paper industries, pollution control, nursing home facilities and jet 
helicopter ambulances. A feasibility study of electrification of rail lines is expected to 
be finished soon. Ontario alone accounts for 50 percent of Canada's manufacturing. It 
remains a very hospitable climate for U.S. investments. 


Alberta: Alberta is still Canada's major growth area. In 1979, the gross product rose by 
5.9 percent to C$30 billion. Growth in 1980 is expected to be 5-6 percent. The oil and 
gas sector remains dominant, and immediate prospects depend on favorable government 
decisions on pricing of Canadian oil and exports of natural gas to the United States. Of 
course, in the oil pricing area, Alberta's gains will, to a great extent, be other 
provinces' losses. Greatest potential for U.S. export sales equipment and materials for 
the oil and gas industries, especially major components for deep capacity (below 8000. 
feet) drilling rigs; capital equipment for major energy and petrochemical projects; and 
earth-moving and transportation equipment for the construction industry. Major oil 
sands and gas pipeline projects which require C$17 billion in investments are awaiting 
governmental approval. Potential opportunities for U.S. suppliers will be affected by 
the provincial government's policy of encouraging procurement from Albertan and other 
Canadian sources whenever possible. 


uebec: A major element of uncertainty affecting business prospects has been the 
spring referendum on the political future of Quebec — whether it is to become 
independent or not. The wording of the referendum question was such that the outcome 
of the voting was unlikely to be clear-cut. However, the campaign revealed much about 
the ruling party's attitude towards private enterprises. Basic business conditions — high 
interest rates and slowing of growth in major market areas — will probably cause a 
slowdown in Quebec's real growth from last year's 3.2 percent to around 1 percent. 
Some industries — especially paper, asbestos and aircraft — are expected to continue to 
operate at high levels. 
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Good possibilities exist for U.S. exports of valves, fittings, pumps and process controls, 
air filters and other pollution control equipment, electronic components, hotel and 
restaurant equipment, and security products for homes and businesses. The provincial 
government has introduced a stimulative budget carrying a significantly higher deficit, 
designed to keep up employment in the face of the expected recession. The budget also 
provides for increases in the industrial modernization program. 


Atlantic Provinces: The four Atlantic provinces showed a fairly good growth rate — 
about 3.8 percent — in 1979. This is expected to slump to 1-1.5 percent in 1980. There 
could be a quick turn-around, generating extensive economic activity, if recent offshore 
oil and gas strikes turn out to be as important as present information indicates. Mining, 
including coal and iron, is expected to do well in 1980. The revival of the fisheries 
industry, to take advantage of the 200 mile fishing zone, is proceeding rapidly. Canada 
is now the world's leading exporter of fish. Provincial governments are promoting 
natural resources development and increased energy self-sufficiency. Best prospects 
for U.S. exports include equipment for the fisheries industry; mining exploration and 
development; electrical generating and control; pollution abatement in pulp and paper 
and coal; and hospitals (specialized). The unemployment rate is the highest in Canada, 
and job-creating investment, foreign or domestic, is very welcome. 


Manitoba and Saskatchewan: Agriculture is the economic backbone of the Prairie 
Provinces, although Saskatchewan's minerals will provide the major impetus for 
economic growth in 1980 and beyond. Manitoba's potential for exporting hydro-electric 
power is enormous, but further additions to capacity depend on long-term supply 
contracts. Economic growth in both provinces in 1979 was only about one percent. 
Growth for 1980 is difficult to predict because of the uncertainty of agricultural 
production and marketing . A resurgence of grain transportation problems could throw 
all calculations off. However, mining in Saskatchewan and manufacturing in Manitoba 
are expected to show excellent growth in 1980. Best prospects for U.S. business include 
technology and equipment for the resources sector, particulary drilling and excavating 
equipment, mineral prospecting equipment, and earth-moving machinery; farm 
implements; equipment for grain handling and transportation; and electrical generating 
and transmission equipment. Foreign investment is welcome in Manitoba, and less 
welcome in Saskatchewan. 


British Columbia: Canada's "California" depends heavily on its rich resource base, but 
is increasing its already high level of diversification. Real growth is expected to 
decline somewhat less than in most regions, from 3.3 percent in 1979 to 2 percent in 
1980. The sharp slump in U.S. housing starts is hurting some segments of the forest 
products industry, and fishing is likely to have a bad year. However, British Columbie's 
relative energy independence — in hydro-electric, coal and natural gas — is a major 
factor in its economic buoyance. Booming tourism takes up much slack from temporary 
industrial setbacks. Mining looks excellent both short and long term. Most of British 
Columbia's minerals are experiencing price rises. Areas offering excellent prospects 
for U.S. exporters are: pulp and paper machinery; hog fuel boilers; heavy earth-moving 
equipment; specialized drilling machinery; pollution control equipment; 
telecommunications; medical electronics; process control technology; and high quality 
consumer goods, both durable and non-durable. The climate for foreign investment is 
generally hospitable. 





Direct Investment: In 1979, the net book value of U.S. direct investment in Canada 
approximated C$40 billion which represented about 25 percent of the U.S. direct 
investment abroad and roughly one-third of U.S. direct investment in industrialized 
countries. 


Although investment in plant and equipment could decelerate somewhat in 1980, 
opportunities exist in many sectors. Foreign investment in Canada is subject to prior 
approval by the Foreign Investment Review Agency: (FIRA's approval requires a finding 
— negotiated on a case-by-case basis — that the investment (new, acquistion, merger) 
be of "significant benefit" to Canada in areas such as unemployment, entrepreneurial 
expertise, degree of Canadian equity participation in management, procurement of 
Canadian products, exports, productivity, research spending, and the competitive 
position of Canadian firms in the same line of business. Although FIRA has been the 
object of criticism, both domestically and abroad, the new Liberal Government views 
the agency as a potentially important tool of industrial policy and intends to expand 
FIRA's powers. Accordingly, the undertakings required of foreign investors by FIRA 
may well become more stringent. 


Banking Legislation: The Progressive Conservative government prepared revised 
banking legislation, which would have permitted foreign banks to become Canadian 
chartered banks, albeit with restrictions on total assets and lending volume. Although 
the proposed legislation had bipartisan support, the government fell before the bill was 
introduced into Parliament. the new Liberal version of the legislation will not differ 
substantially from the Conservative bill, and probably will be introduced in the next 
Parliament. 


Tariff and Non-Tariff Barrier Reductions: The Canadian Government, as a consequence 
of accepting the results of the Multilateral Trade Negotiations, has put into effect the 


first step of the agreed tariff reductions. It has published a new tariff schedule 
detailing how the reductions are to be staged over the next seven years. Canada did not 
immediately implement some of the special agreements and understandings on 
non-tariff barriers but agreed to do so later. These include the agreements on customs 
valuation and government procurement and the undertaking on provincial liquor boards' 
practices. U.S. exporters are advised to examine carefully how they might take 
advantage of the opportunities offered by these trade barrier reductions. 


*% U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/286 








